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FIELD HEARING
COMMUNITY DEVELOPMENT BLOCK
GRANTS (CDBG)—THE IMPACT
OF CDBG ON OUR COMMUNITIES

Monday, June 30, 2003

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HOUSING AND
COMMUNITY OPPORTUNITY,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to call, at 10:01 a.m., 700 State
Drive, Los Angeles, California, Hon. Robert W. Ney [chairman of
the subcommittee] presiding.

Present: Representatives Ney and Waters.

Chairman NEY. Welcome. Today the subcommittee will hold its
first field hearing of the 108th Congress to discuss the effects of the
community relative to block rent or the CDBG program. And this
is the Subcommittee on Housing Community Opportunity which is
within the Financial Services Committee.

CDBG is generally recognized as the mainstay for target of com-
munity development of cities, counties and rural areas to be prin-
cipally dependent as well as moderate income persons. The pro-
gram attempts to strike an appropriate balance between local flexi-
bility and national targeting to low and moderate-income persons.

It has developed this reputation for the past 28 years, and local
officials constantly use CDBG funds to take on new challenges in
the areas of housing, neighborhood development, public facilities in
the division of Social Services.

The CDBG program emphasizes HUD’s division of partnerships
with State and local governments. Due to the flexibility and uses
of CDBG funds, the program is in conjunction with many other
HUD programs to target specific populations. Notwithstanding the
flexibility of the program, rehabilitating and producing housing is
the largest singular use of approximately 31 percent of the funds
by entitlement communities.

Housing activities include rehabilitation of ownership and rental
units assisting new construction, transitional, temporary housing
as well as necessary site improvements and administrative assist-
ance. The second largest use of the funds is approximately 25.6
percent of public facilities and prudent, and, I think, in that area
as a more generalized area where we could find out the answers
to questions where does it is actually go, and how does—how are
those decisions actually determined?
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Every year HUD provides block raised eligible communities to,
one, central cities of metropolitans, MSAs; two, other population
cities for the population of at least 50,000; three, qualified urban
counties with populations of at least 200,000, excluding the popu-
lation of entitlement cities; and four, State distributed funds to
small communities that are not otherwise eligible.

HUD determines the amount of each entitlement rent by statu-
tory dual formula uses several measures of community needs, in-
cluding the extent of poverty, population, housing, overcrowding,
age of housing and population growth in relationship to other met-
ropolitan areas. I also want to at this time applaud the leadership
of my colleague, our ranking member, Maxine Waters. She asked
for this hearing, and the Congresswoman has invited me out to
California here, and I want to preapologize to my relatives in El
Monte, South El Monte, Fontana when they find out I'm here, I'm
not able to get to their house. So it will cause a—I am going to
make a phone call to them. I want to assure myself of that.

But I want to again thank Maxine Waters. She’s played an active
role in helping her property maximize their use of CDBG. We also
support funds coming from the Federal government, but frankly
loan members that have urban or rural settings, where are the
funds going, where do they go, what type of input is out there from
the Federal representatives of members of Congress themselves
and how can they play a part in this process?

I'm from a very rural area of Appalachia in Eastern Ohio, and
I just really want to thank the cooperation and spirit of cooperation
that my colleague, our ranking member, Maxine Waters has shown
in the U.S. Capital.

But I also would like to share that I appreciate the working rela-
tionship that we have developed. We have both discovered that
working together, we can deal with the problems of rural America
as well as the problem of urban America, and we are attempting
to forge an alliance wherever we can to make sure that resources
are directed both to rural and to urban. So my—my work on this
committee has been extremely enjoyable because we have found
that we can, indeed, have bipartisan efforts to deal with the prob-
lems that we're charged to take care of.

The Community Development Block Grants are important, too,
in the economic development care to revitalizing neighborhoods and
providing social services. CDBG funds may be used for a wide
range of activities, including acquisition of real property, relocation
and demolition, public services and assistance to profit-motivated
businesses to carry out economic development and job creation, re-
tention programs.

The City and County of Los Angeles received 92 and $38 million
to deliver services. Section 108, the loan guarantee provision of the
Community Development Block Grant program is one of the most
potent and important public investments materials that HUD of-
fers to local governments. It allows them to transfer a small por-
tion of the CDBG funds into federally guaranteed loans large
enough to pursue fiscal and economic revitalization projects that
can renew entire neighbors. Such public support is often needed to
inspire private and economic activity providing the initial resources
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or simply the confidence that private firms and individuals may
need to invest in distressed areas.

Section 108 loan guarantee funds are extremely important to me.
One of my early accomplishments, when I went to Congress, was
to discover Section 108 funds that were underutilized, and at that
time, they were being scored in the budget. And they were not as
attractive because they were being scored, and we went to work.
And we helped move the Congress to not score the CDBG, and that
year, I was able to pass legislation to identify $10 billion in
CDBG—I mean, in Section 108 to be used 2 billion per year for five
years to get into the cities to get involved with economic develop-
ment. I understand some things have changed now in the way that
Section 108 is looked at, but I think still, it’s a very important tool
that is either underutilized, misutilized or just misunderstood. And
so we want to find out today what’s happening with Section 108
here in Los Angeles.

Ms. WATERS. Thank you, Mr. Chairman.

It’s eight years later, and LACDB will be dissolved at the year
2003. The City of Los Angeles will have access to $190 million of
Section 108 guarantee authority available to the LACDB, and I
would like to hear what their plans are for the reallocation of this
money.

Earlier this year, the city requested that $50 million of the 196
million go to the city’s community development division. I and the
affected community specifically would like to know which projects
or proposals does the city plan to fund with this funding? Also, I'd
like to hear how does the city and the county plan to address their
affordable housing needs? We understand that the mayor has orga-
nized $100 billion housing trust fund, and hopefully, we can learn
some more about that today.

The primary purpose of the Community Development Bank pro-
grams were designed to create and to retain jobs in the empower-
ment zone, and I hope that our witnesses today can talk about jobs
in relationship to the Community Development Bank programs.
Because of the problems that we had here in Los Angeles, we were
hopeful—we were supportive of the city and the county receiving
exemption of the CDBG cap, and we increased the social services
from 15 to 25 percent.

Some of the conditions that were identified when we had our
problems here, certainly still exist and remain, and we need to ex-
amine the possibility of—as we have been requested to do, to look
at permanent exemption for the 25 percent public services cap. I
don’t know where we are with that at this time.

Again, I'd like to thank the Chairman for holding this field hear-
ing here in Los Angeles. I look forward to hearing from the wit-
nesses today.

Chairman NEY. Thank you. Gentlelady, ranking member of the
committee. And our first panel and the first witness.

By the way, this is in the 108th Congress the first time we have
ventured outside the capital for a public hearing, so you'll be our
first witness on this.

Nelson Bregon is the Deputy Assistant Secretary for the grant
programs in the office of Community Planning and Development of
HUD. And he’s responsible for the management oversight of the
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CDBG program the Section 108 loan guarantee problem and the
home investment partnership program. He has a Bachelor of Arts
from the InterAmerican University of Puerto Rico in 1976, and al-
though he didn’t attend the Ohio State University, he got close
with Kent State University in Ohio in 1978. Prior to accepting his
appointment at HUD, he was the Senior Vice President for the offi-
cer of community based securities of Ginny Mae, the Government
National Mortgage Association, and we appreciate you and your
staff for traveling to California. We’ll begin.

STATEMENT OF NELSON BREGON, GENERAL DEPUTY ASSIST-
ANT SECRETARY, COMMUNITY PLANNING AND DEVELOP-
MENT OF HUD

Mr. BREGON. Good morning, Chairman Ney, ranking member
Waters, Mr. Clinton Jones and other members of the sub-
committee. Thank you for giving me the opportunity to be here this
morning as part of the subcommittee’s examination of community
and economic development activities for the City of Los Angeles.

As Chairman Ney indicated, my name is Nelson R. Bregon. I am
the General Deputy Assistant Secretary for the Office of Commu-
nity Planning and Development with the U.S. Department of Hous-
ing and Urban Development. I am a career employee with the de-
partment. I started with the department some 22 years ago, and
I've been in and out of the private sector and the public sector on
numerous occasions, and here I'm back with the public sector.

I'm here today on behalf of Secretary Martinez and Assistant
Secretary Bernardi to discuss one of HUD most important tools for
community housing and economic development. That is the Com-
munity Development Block Grant program which most of us refer
to as “CDBG.” As you are aware, State and local governments de-
pend on HUD and a system of grants to support community eco-
nomic development projects that revive troubled neighborhoods and
spark urban revitalization.

This year, HUD has requested nearly $4.5 billion for the CDBG
program to meet local community housing and economic develop-
ment needs in more than a thousand eligible cities, urban counties,
the 50 States, the Commonwealth of Puerto Rico, the U.S. Virgin
Islands and in the Insular Areas.

For fiscal year 2003, which is the fiscal year we’re in, the City
of Los Angeles received approximately $89 million in CDBG fund-
ing, and by the same token the County of Los Angeles received
about $37 million in CDBG funding. We are all aware that one of
the most important reasons for the success of the HUD-sponsored
Community Development Block Grant program is its great flexi-
bility and its reliance on local elected officials and community lead-
ers to identify key revitalization projects and activities.

CDBG activities are initiated at the local level, based on a com-
munities identified local needs, priorities and benefits to the com-
munities. As identified in that community’s Consolidated Plan,
which is a document that is submitted to HUD in conjunction with
the CDBG, the home and other formula grant programs.

Entitlement communities such as the City of Los Angeles may
use CDBG funds for a variety of community, housing and economic
development activities which focus on neighborhood revitalization,
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economic development and the provision of improved community fa-
cilities and services to lower moderate income residents. Those
communities receiving a grant are free to determine what activities
to fund as long as certain requirements are met, including that the
activity is eligible and, in addition, meets one of the three following
national objectives: The first one is benefit to low and moderate in-
come persons. The second national objective would be: Aid in the
prevention or elimination of slums or blight; and the third is an ac-
tivity that meets urgent community needs for which that commu-
nity cannot find the financial resources to fund itself.

In addition to this requirement, 70 percent of an entitlement
grantees CDBG funds—and this includes the Section 108 loan
guarantee, it includes the economic development initiative grants,
as well as the Brownfield economic development initiative grants,
must primarily benefit low and moderate income residents. 70 per-
cent of all these monies must primarily benefit low and moderate
income residents. And this is calculated by HUD on either a one-
or two- or three-year basis, depending on the period of time that
the consolidated plan that is submitted by that grantee covers.

In most instances, we see that most communities have a three-
year consolidated plan. Now, the responsibility for ensuring that
local Community Development Block Grant funds meet Federal re-
quirements rests initially and primarily with the executive author-
ity and the mayor or the County Commissioner of each CDBG
grantee, subject to schedule monitoring by representative of HUD
in the case of Los Angeles, the county and the city, it is our Los
Angeles field office representative that had the responsibility to
monitor on a scheduled basis our grantees.

And by the same token, it’s also conditioned on audits by HUD
office of Inspector General. As we all know, working with local gov-
ernments and nonprofit, mostly 501(c)(3) organizations, are an im-
portant conduit for neighborhood-based program delivery. Non-
profit organizations such as community development corporations
or local development corporations are often asked to undertake
projects that are inherently risky because of factors such as loca-
tions, which many have high crime, high vacancy rate, high pov-
erty and a lot of this investment.

CDBG grantees utilize nonprofit organizations because they have
specialized skills and neighborhood acceptance. It is important to
note, however, that the primary responsibility for insuring that
Community Development Block Grant funds are used to revitalize
low and moderate income neighborhoods and that the projects and
activities undertaken meet all programs, statutory and regulatory
requirements, belongs to the CDBG grantee.

In this particular case, we’re talking about the City of Los Ange-
les and the county of Los Angeles. The Community Development
Block Grant program statute and regulations requires that grant-
ees identify eligible activities that will provide benefits to commu-
nities, especially low and moderate income distress communities.

The flexibility of the CDBG program allows grantees to imple-
ment community development activities based on local decisions.
Communities may choose to provide assistance to nonprofit organi-
zations for neighborhood development initiatives as they deem nec-
essary. The success of any community development initiative must
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include accountability for use of program funds to create tangible
results for the neighborhoods for which it serves.

Working together with local leaders, special officials and mem-
bers of Congress, we at HUD have forged a partnership which has
made CDBG a shining example of how government can work.
CDBG provides funding for grantees to develop strategies revitalize
neighborhoods, promote economic development and provide much
needed social services.

Grantees have great latitude in the type of projects and activities
that they may fund. As you mentioned, Mrs. Waters, and I agree,
a grantee can undertake myriad of activities whether acquisition,
disposition, housing rehabilitation, public facilities, social services,
economic development, all within the realm of the CDBG program.

For instance, we have some statistics here that shows that in fis-
cal year 2002, entitlement grantees expended approximately $275
million for economic development activities, about $955 million for
public facilities, about $518 million for social services and about $1
billion, the preponderance of the use of these funds for housing-re-
lated activities, either housing rehabilitation or down payment as-
sistance or any type of housing assistance.

For the program year, Los Angeles expended about $15 million
for economic development activities, about $44 million for public fa-
cilities and improvements, about 45 million for social services and
approximately about $28 million for housing-related activities.

By the same token, the County of Los Angeles expended approxi-
mately $6 million for economic development, $12 million for public
facilities and improvements, $9 million for social services and about
$15 million for housing-related activities. As part of the CDBG pro-
gram, each formula’s grantee’s responsible for developing its own
consolidated plan that encompassed funding for the CDBG pro-
gram, the home program, the housing opportunities for persons
with AIDS and the emergency shelter grant program.

So each community prepares a consolidated plan for these four
formula grants. They must hold a public hearing, and they must
receive the input from the community as to which activities they
would like to see funded in their particular neighborhood. HUD’s
CDBG program currently provides funds directly to entitle units of
general local government, cities, town and urban counties, based on
the statutory formula that Chairman Ney pretty much gave us
what those parameters are, poverty, pre-1940 housing, growth lag
and a number of statutory requirements that dictates how we dis-
tribute the money to our grantee clients.

The current method of funding appears to be satisfactory. A
grant may not be disbursed. A grantee may not disburse CDBG
funds until there is a legal obligation to pay. Generally when con-
tracted goods and services have been delivered or provided. A
grantee has full responsibility to assure that his contractors have
conformed to all applicable program requirements and that invoices
or other type of documentation are proper and represent goods and
services provided consistent with the contract.

So the rule is that grantees can draw down the money, when
they’re ready to use. We have a three-day rule, as you all know,
that once they draw down the money from Treasury, they have to
disburse that money within three days. So hopefully, they have all
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the documentation that is required for them to make that payment
to a contractor or subrecipient, as the case may be.

I know that this subcommittee has some questions on Los Ange-
les Community Development Bank, and let me just mention some
facts: In December, 1994, the City and County of Los Angeles re-
ceived designation from HUD for a Supplemental Empowerment
Zone in the area covered by the unsuccessful joint City, County and
empowerment zone application.

So in 1994, there was an empowerment zone designation com-
petition and, the City and the county applied. They were not suc-
cessful in obtaining the Empowerment Zone designation, but the
previous administration felt that it was a good thing to give a sup-
plemental empowerment zone designation; and that’s what this
did. The purpose of the Supplemental Empowerment Zone designa-
tion was to provide a special name for the award to the City’s hun-
dred million dollars in economic development initiative which was
a grant and $25 million to the County.

Now, once this grant money was received, one of the conditions
was that this money must be matched with Section 108 loan guar-
antee funds, and both the City and the county did that. The EDI
awards to Los Angeles City and County took place pursuant to a
notice of funding availability published in the Federal register on
December 7th, 1994. And the supplemental empowerment zone
designation and the economic development initiative grant were
awarded on December 21st, 1994.

Now, there are a number of different levels of accountability. The
Los Angeles Community Development Bank, as an operating enti-
ty, is accountable to its Board of Directors, and as a subrecipient
of the City and the county, it’s also accountable to the City and the
county. Concurrently, the City and the county, as CDBG grantees,
are accountable to HUD for the expenditure of the Section 108 and
the EDI funds by the Los Angeles Community Development Bank
in compliance with applicable Federal statutes and regulations.

HUD does not have a direct contractual relationship with the
bank. The contractual relationship is between the City, the County
and the bank. And the City and the county are accountable to HUD
for the uses of the EDI grant and the Section 108 loan guarantee
funds. The original intent of the Los Angeles Community Develop-
ment Bank was to fund economic development activities in some of
the most economically disadvantaged areas of the City and the
county, primarily the area of the supplemental empowerment zone.

The Los Angeles Community Development Bank has, in fact, uti-
lized approximately $190 million from the combined City and
County Section 108 and EDI awards to undertake economic devel-
opment activities in the designated area.

Thank you very much, and this statement concludes my opening
remarks. At this point, I will be more than happy to answer any
questions that you may have.

I have next to me Mr. Stanley Gimont who is the Deputy Direc-
tor for the Financial Management Division, and he’s really the ex-
pert when it comes to the nuances of the 108 and the EDI grant
program. By the same token, we have some of our Los Angeles field
office staff members, Mr. Robert Ilymin who is our CBD director
and he has a lot information as to the activities that are under-
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taken by the county and the city utilizing CDBG funds, 108 funds,
EDI funds, BEDI funds or any other HUD funds.

So at this point, I'd like to turn it over to you if you have any
questions. Thank you.

[The prepared statement of Nelson Bregén can be found on page
80 in the appendix.]

Chairman NEY. Thank you for your testimony. The question I
have is: When was the last time that the formula was reviewed,
and do you think it’s balanced between the east and the west?

Mr. BREGON. That’s a very good question. In 1980 was when we
came up with the dual formula that gave a community a grant,
based on two formulas. We give that community the benefit of the
doubt; and we give them the amount of the greatest formula.

Now, what has happened lately, Chairman Ney, is that with the
2000 data on population, on poverty, on growth lag, we've seen
some major dislocations, if you will, from one community to an-
other. We've seen that some communities are loosing maybe up to
20 percent of the CDBG formula grant, and other communities
gaining 15 percent of CDBG funds.

So right now, the Department, the Community Planning and De-
velopment office in conjunction with the Office of Policy Develop-
ment and Research at HUD, are looking at the formula, and we'’re
looking at different ways that the formula perhaps could be either
tweaked or changed altogether. And we will be making rec-
ommendations to Assistant Secretary Bernardi and to Secretary
Martinez who will, in turn, make a proposal to you as to whether,
in fact, the formula should need some sort of changes or not.

Chairman NEY. That was 22 years ago that formula was estab-
lished, and that’s why you, know, the question should be changed
by you’re saying that you’re looking into it.

Mr. BREGON. That is correct.

Chairman NEY. Do you have an idea of a time frame when you
will complete preliminary look at it, it will be given to Secretary
Martinez, when he will come to us?

Mr. BREGON. Our Office of Policy Development and Research is
telling us that by the end of the fall, they should have concluded
their studies. As you know, we work very closely with the Office
of Management and Budget. They make sure that theyre always
looking over our shoulder. Maybe there’s someone here from OMB.
So we’ll be working closely with them. I would say early next year
we will have—we’ll be meeting with Secretary Martinez and start
discussing what the effects and the impacts of the formula is.

Chairman NEY. In the fall?

Mr. BREGON. I would say late fall, that the report will come out,
early next year. I would say February we’ll be meeting with Sec-
retary Martinez and giving him different options, if you will.

Chairman NEY. And if you could post us on the progress of that,
we’d appreciate it.

Mr. BREGON. We will.

Chairman NEY. Los Angeles has a special exemption to allow 25
percent of the CDBG funds for public services use is the category.
So what—what uses can be utilized under that category of public
service?
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Mr. BREGON. Public service. You are correct. The regulations
stipulate that a community may not use more than 15 percent of
their grant for public services. The City of Los Angeles was given
an exemption, and they can use up to 25 percent as Congress-
woman Waters indicated before. The monies can be used for mostly
soft cost. It could be for meal for the elderly, it could be operating
expenses for day care centers, it could be Meals on Wheels for
handicap people. So it is pretty wide how this money can be uti-
lized by—by a grantee.

Chairman NEY. How about—how about oversight between HUD,
City, County? How would that work?

Mr. BREGON. Oversight?

Chairman NEY. Uh-huh.

Mr. BREGON. Well, as I indicated before, we do regular moni-
toring visits of our grantees. Because of our limited resources, we’re
doing about 40 percent of all grantees in monitoring on a yearly
basis. So when we monitor the City, we also try to do the County
because a lot of the activities are interrelated. A lot of funding is
interrelated. So we do monitor the City and the county on a regular
basis.

Chairman NEY. One other thing. My final question: Dealing as
you would with urban and rural, do you—do you see any dif-
ferences? For example, CDBG in towns of, you know, 4,000, 2,000
also went from what we call 5,000 a city—that would be a large
City—we have a lot of places 2-, 300 people, and everybody knows
about these funds, trust me. I mean, they’re in the paper. They're
in meetings. They’re small towns.

Now, in—that’s why I'm here to learn—and larger urban set-
tings, I know there are people who care about these, but I would
assume there would be—or let me ask this: Would there be a dif-
ference in communication on where these monies are going or could
they go between the urbans and rurals, and is there a difference
of how you look oversight between urban and rural?

Mr. BREGON. Yes, sir. As you mentioned on the entitlement
grantees, we have central cities. We have cities with the population
of 50,000 or more. We have urban counties with population of
200,000 or more. On the other hand, then we have the States.
About 30 percent of the funding goes to—I'm sorry, 25 percent—
25 percent of funding goes to states.

Chairman NEY. So the $4.5 billion gets divided. 75 percent goes
to entitlement communities; 25 percent goes to the States. Now,
how the States divvy up that money among the smaller designa-
tions is up to the States. Some States might say, “We're just going
to divvy up the money by per capita,” looking at how many low in-
come residents a community has, and we’re going to give them $80
per each low income resident.

Some other State says, “No, we don’t want to do it that way. We
going to do priorities,” and perhaps our first priority is infrastruc-
ture. Our second priority is housing rehabilitation. Our third pri-
ority is public facilities. And then they would have all the smaller
communities come in and compete for the money at the state level.

The State must do a consolidated plan just like an entitlement
community. They must go around the entire state and receive input
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from the smaller communities to be part of that consolidated plan
that is submitted to HUD on a regular basis.

So the entity that is accountable to HUD for the small cities pro-
gram is the state. It’s not each individual community that receives
its monies, but it’s the state that entity that is responsible for the
management and oversight of the State CDBG program.

Chairman NEY. Gentlelady? Counsel?

Ms. WATERS. Thank you very much.

I certainly appreciate your very well-organized presentation to
explain the mission, the national mission for CDBG. I think I'm
going to ask some questions that are directly related to this area.
I want to know about the Community Development Bank first. I
want to understand what happened.

We're going to have some more people here testifying today. The
reason I’'m so concerned about it at this point is because there are
dollars that are now—that could be made available from that Com-
munity Development Bank to be used for other purposes or like
purposes or purposes that are inconsistent with the intent of Sec-
tion 108.

As I understand it, the Community Development Bank is no
longer the Community Development Bank that, based on a decision
by the city of Los Angeles with some maybe encouragement from
the Inspector General based on a report, that there is no longer the
Community Development Bank as we knew it. And that there’s
several things going on: Requests for some of that money again to
be used for other purposes or for like purposes in different ways.
And there’s another part of this discussion that I'm recently just
getting information about that talks about or discusses the venture
capital firm that had a management contract of some sort with the
Community Development Bank that placed or invested funds in
some businesses.

Some of them went belly up, I suppose—but it’s still in that port-
folio—we still have some businesses who owe us money who are op-
erating or they may be out of business, and there’s further talk
about selling off that portfolio in some way that may help us to re-
capture some of the debt—can I get some discussion on that?

Mr. BREGON. Sure. As I indicated originally, when the supple-
mental empowerment zone designation was given to the City and
the county of Los Angeles, there was an EDI grant of $100 million
to the City and $25 million to the County.

As a minimum requirement, Miss Chairman

Ms. Waters, the City had to match the hundred million dollars
of EDI grant with a hundred million dollars of Section 108 loan
guarantees. The City opted to request a higher authority on the
108. So even though the minimum amount of 108 that the City had
to apply for was a hundred million dollars, they indicated to HUD
that they really wanted to do $300 million.

So the minimum requirement was a hundred million; so there
was an additional $200 million in one-way authority for the City.
So you are correct. The City has expended the original hundred
million dollars to match the EDI, and in addition, they had spent
about $4 million of the additional $200 million, so there’s about
$196 million in Section 108 authority which the City could use in
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other areas outside the targeted area as long as they meet all the
other requirements of the 108 program.

Ms. WATERS. Outside the target area?

Mr. BREGON. Yes.

Mr. GIMONT. And just as a final point, the original application
that we considered in 1995 defined something called the Section
108 area outside—which included not only the zone, but other en-
terprise community areas designated within the City of Los Ange-
les as well as other census tracts and areas of the City which
would meet certain low moderate income thresholds as well as pov-
erty thresholds.

So that was the 108 area as defined in the original application,
and our—our understanding at this point with respect to the City
proposal is that of the initial $15 million, they would like to carve
off the remaining 196, those funds will be expended within the area
defined in the original application back in 1995.

Chairman NEY. Generally—can we have that broken down one
more time? The whole

Mr. BREGON. Sure. The—with the original empowerment supple-
mental empowerment zone designation, the City received $100 mil-
lion of EDI grant, the economic development initiative grant—this
is free money—the County received $25 million. The city and the
county were to meet dollar for dollar the grant with 108 monies.
The County did $25 million in 108, and the City, instead of doing
the minimum, a hundred million, did 300 million. So now we’re
looking at a total amount of about $430 million.

Chairman NEY. 430 million?

Mr. BREGON. That is correct.

Ms. WATERS. Okay. Go ahead.

Mr. BREGON. Now, Miss Waters, you indicated that it has come
to your attention that the City and the county will be closing down
the bank. It is our understanding, that there is an agreement that
the bank will cease to operate by the end of this calendar year.
There is a portfolio there that is owned by the bank with a number
of loans, many of them performing loans. Many of them nonper-
forming loans as well, and there is a venture capital fund that per-
haps Mr. Gimont can give you more details as to how that works
and how that came about and what are the nuances there with the
venture capital.

Ms. WATERS. Okay. Before you go into that, I want to go back
so that we can have a better understanding. The 50 million that’s
been requested by the city has been requested to be used in the
same manner that it would have been used under the Community
Development Bank and meeting the requirements of Section 108
expenditures?

Mr. GIMONT. Yes.

Ms. WATERS. Is that what you’re saying?

Mr. GIMONT. The before profit businesses. That’s what we ap-
proved in the original application in 1995, and that is how the city
would propose to use this 50 million——

Ms. WATERS. No. I want to be on the same track.

Are they going to use the $50 million in the same area that they
would have had to use it under the agreement that you had when
you created the supplemental zone, or are they going to use it in
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the way that you would use the original Section 108 money that
could be used in—throughout the City in other ways that’s identi-
fied for economic development?

Mr. GIMONT. Well, then let me back up a step. With respect to
the $200 million that was over and above the $100 million required
as to match the EDI funds, those 200 million could be spending
what the City defined as the 108 area which included not only the
zone, but the other enterprise community areas within the City as
well as other census tracts and areas meeting certain poverty and
low to moderate income thresholds.

Ms. WATERS. Well, tell me how that is matching money in order
to get the money for the supplemental zone.

Mr. GIMONT. That—

Ms. WATERS.——the Section 108, 200 million or 300 million.

Mr. BREGON. There was a $100 million requirement, minimum.

Ms. WATERS. Okay.

Mr. BREGON. And in addition, to the hundred million, the city re-
quested $200 million that has, let’s say is less restrictive, the use
of that monies is less restrictive than the original hundred million
that was to match the EDI grant.

Ms. WATERS. Okay. So the EDI grant was 100 million. All they
had to do was put up $100 million match.

Mr. BREGON. That is correct on 108.

Ms. WATERS. Okay. If they had only put up $100 million match,
all of that money would have been confined to the supplemental
zone; is that correct?

Mr. GIMONT. Right.

Mr. BREGON. That is correct.

Ms. WATERS. However, since they decided to use more for that
match, you’re saying that could be used anywhere

Mr. BREGON. The original

Ms. WATERS.——in the other zone.

Mr. BREGON. The original $200 million——

Ms. WATERS. Yeah.

Mr. BREGON.——they identified the service area larger than the
supplemental empowerment zone. As Mr. Gimont indicated, it was
the supplemental empowerment zone area other areas that showed
high incident of poverty and low income.

Ms. WATERS. Well, let me——

Mr. BREGON. For instance

Ms. WATERS. Let me just interrupt you. It seems to me that if
it was—you already had Section 108 identified areas. There was no
need for you to put that additional money into the match because
you could use it any way that you wanted to.

Mr. BREGON. That is correct.

Ms. WATERS. So why did you—why did you put it into the match?
Why did they put it into the match?

Mr. BREGON. The city requested at that time, they said not only
did we have—they felt that the need of the community was so
great that there was a market, there was a need in the community
for more than the $200 million or the—and they decided that they
wanted a larger authority under the 108 in the amount of $200
million more, and that is the grantees’ prerogative. I mean, if the
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grantee requests that and it’s within the limits under the 108 pro-
gram which is five times

Ms. WATERS. Yeah, they would have done that or could have
done that if you had no such thing as a supplemental zone——

Mr. BREGON. That is correct.

Ms. WATERS.——in the way that you normally use it.

Mr. BREGON. Yes, ma’am.

Ms. WATERS. What I'm trying to find out is, why was it con-
nected to the supplemental zone?

Mr. GIMONT. That was a decision on the part of the city.

Ms. WATERS. Well, evidently the city felt there was more money
needed in the supplemental zone; is that correct?

Mr. BREGON. That is correct.

Ms. WATERS. Okay. Now, if that is true—if that is true, then we
have monies that are now from the Section 108 supplemental zone
money, that you’re telling me has more flexibility and can be used
outside the supplemental zone. Who made that decision, and how
do you make it?

Mr. BREGON. The grantee made that decision. The grantee told
us which were the areas that they want to service with the addi-
tional $200 million.

Ms. WATERS. So now that the bank is closing down and we’ve got
this 196 million, the City is talking about taking a portion of that
and doing whatever it is they want to do with it. It doesn’t have
to be identified or confined to this supplemental zone area, and
when HUD looks at that, what does HUD say as the oversight? Is
that in compliance with the original purpose of the use of the Sec-
tion 108?

Mr. BREGON. Yes, it is. The $200 million in addition to the al-
ready used $100 million that had to be used within the supple-
mental empowerment zone. In addition, they have used $4 million
more into the zone, which they didn’t have to do. Now, they have
$196 million. Now, they’re saying the bank is going to close. We
want to use this 196 authority to do other Section 108 funded

projects——

Ms. WATERS. So then——

Mr. BREGON. in the larger area that we had identified to you
HUD before

Ms. WATERS. So when HUD worked the agreement with the city
of L.A. For the supplemental zone and the application that in-
cluded the 100 million plus, the 200 million

Mr. BREGON. Yes, Ma’am.

Ms. WATERS.——there was something in that agreement that
said you only have to use $100 million of this in the supplemental
zone.

Mr. BREGON. That is correct. As a minimum.

Ms. WATERS. As a minimum.

Mr. BREGON. Yes.

Ms. WATERS. And you could have the flexibility to take the other
200 million and use it in what you have identified as areas——

Mr. BREGON. Areas of distress.

Ms. WATERS. areas of need that would fit into whatever we
call our Section 108 loan guarantee?

Mr. BREGON. That is correct.
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Ms. WATERS. Okay. And you will, of course, show to the—the
Congresswoman that agreement?

Mr. BREGON. Absolutely, ma’am.

Ms. WATERS. Okay. Thank you.

Mr. BREGON. Now, by the same token, all public documents,
ma’am——

Ms. WATERS. Congresswoman wants to see the agreement.

Mr. BREGON. Okay.

Ms. WATERS. All right.

Mr. BREGON. Now, by the same token, let’s say that the city says
to us, now we have $196 million but we really want to use it city-
wide in any neighborhood, for any activity that is eligible under
108. If they decide to do that, then they would have to amend that
agreement, and they would have to go perhaps even amend or con-
solidate that plan, perhaps even hold public hearings with the citi-
zens of the City of Los Angeles and the county of Los Angeles and
then go through that process of amending that agreement.

Ms. WATERS. Okay. Thank you. Now back

Mr. GIMONT. Is it okay if I just put one additional point on that?

Ms. WATERS. Yeah.

Mr. GIMONT. It’s—the real essence here is going to change——

Chairman NEY. Move your mike just a little bit closer. Thank
you.

Mr. GIMONT.——is that no longer will the bank be responsible for
deciding, making the lending decision would reside with the city’s
community development department as opposed to the bank. We're
still carrying out the same activities. They’re going to carry them
out in the same areas that they identified in the original 1995 ap-
plication when there will no longer be LACDB, making decisions as
to what community development department as to which activities
to fund.

Ms. WATERS. Okay. Now, a little bit about—well, if you can ex-
plain to me the contract between the venture capital company and
what they did for the Community Development Bank, and I'll ask
a little bit more when I get the Community Development Bank
here a little bit more detailed question, but just your under-
standing—did you have to sign off on this also?

Mr. GIMONT. I did not sign off on the agreement between LACDB
And Joint Ventures? No.

Ms. WATERS. This was between the City and the county?

Mr. GIMONT. No, this was between the LACDB And an entity
known as Zone Ventures.

Ms. WATERS. And Zone Ventures.

Mr. GIMONT. Yes.

Ms. WATERS. So Zone Ventures was given an amount of money
to go around and invest in venture capital. Let’s find some busi-
nesses put some money into them that was going to make some
money nor the bank; is that right?

Mr. GIMONT. Up to $35 million is my understanding.

Ms. WATERS. So they were given 35 million?

Mr. GIMONT. The agreement called for an investment in the bank
of the partnership up to a maximum of $35 million.

Ms. WATERS. Now, what did they do with that $35 million?
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Mr. GIMONT. They operated the fund to analyze the proposals for
investment and when the—based on the applications they did re-
ceive, they elected to invest in a number of different businesses. I
believe it was 15 or 16 business in total.

Ms. WATERS. I see. So some of that was management. They had
management fees.

Mr. GIMONT. Yeah.

Ms. WATERS. How much, do you know what percentage of the
$35 was management fee?

Mr. GIMONT. No, I do not right now.

Ms. WATERS. Okay. We'll talk to the Community Development
Bank people about that.

And so what happened with that portfolio?

Mr. GIMONT. Some of the businesses are still up and active; some
are in a condition that is called “hibernation,” where they—they
still exist on paper. There’s some possibility that they may resur-
rect themselves and—and get back on their feet and a number of
other businesses are totally closed and out of business—business
consistent with the types of—types of investment that venture cap-
italists make which were primarily high-tech investments in the
late 90’s.

Ms. WATERS. I see.

And so now, you have—this portfolio some performing, some not
performing, we want to sell it off. Who are we selling it to?

Mr. GIMONT. I would not use the term “sell” at this point. I

would say——
Ms. WATERS. Give?
Mr. GIMONT. divest. Divest their interest in the Zone Ven-

tures’ portfolio.

My understanding of the deal that is currently on the table is
that there is a—an investment group interested in taking the
LACDB interest in Zone Ventures. They really would not pay any-
thing on the front end with respect to the past investments, the
capital investments that have been made on the part of the bank.

However, they would be reimbursement for certain management
fees that the bank has paid out to Zone Ventures over the past
year or so. So the immediate return to the bank would solely be
the management fees that they’ve paid out in the last 6, 12 months
I believe.

And then, ultimately if some of the businesses went—went pub-
lic, where you had initial public offering, and there was a signifi-
cant upside to—to the investment made in the business, ultimately,
the bank might see some return on that; but the primary return
would go to the group that takes on the investment from here on
out because they will continue to pay the management fees that
are required as well as make any capital calls that are necessary
in order to maintain the—the bank’s percentage interest in these
businesses.

Ms. WATERS. Okay. Let me see if I understand this: The—the
joint venture firm that was doing the management for the Commu-
nity Development Bank would substitute—who pays them manage-
ment fees we would no longer pay management fees, and under
this agreement, the group who is the recipient of the divested port-
folio would be paying the management fees.
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We would not receive any money from those performing or non-
performing businesses unless, of course, they went public, and then
there’s something in an agreement for in perpetuity that would
say, “If this happens a hundred years from now, we want our
money”?

Mr. GIMONT. I don’t know what the outside time limit is as far
as the return would be concerned.

Ms. WATERS. All right. Fine. We'll——

Mr. GIMONT. I also don’t believe the agreement’s been fully nego-
tiated at this point.

Ms. WATERS. I see. Well, that’s good. We'll see what we can find
out some more detail about that.

Now, we’re going to be talking with—with other panelists about
this, but I also understand that if the $50 million is transferred,
the balance that’s left could be used in any way that the city would
like to use it; is that right?

Mr. BREGON. Of the 196, if 50 is used for this revolving loan fund
or business fund that is called under the community development
requirement of the city, then, yes, you would have then the bal-
ance, the 146 available.

Ms. WATERS. And let me see if I understand this correctly: The
146, would the city have to go back out and amend the plan and
hold hearings, or they could just spend it?

Mr. BREGON. If theyre talking about using the same—funding
the same activities in the same areas, then they would not have
to come back to us. If they’re talking about changing either the
scope or the location of the activities, then, yes. They must come
to HUD for a—with a formal amendment request, and before they
do that, they must go back to the citizens and hold public hearings
and go through the formal amendment process that is required in
a regulation.

Ms. WATERS. If they were going to use it in any way different?

Mr. BREGON. Yes, ma’am.

Ms. WATERS. If they were going to use it in the same way, could
they still contract with the joint venture firm to do the kind of
work that was done for the Community Development Bank—that
was under your original agreement—could they still do that again?

Mr. GIMONT. I would say that the city—I would think it highly
unlikely that the city would go forward with a proposal of that na-
ture, and they would certainly question it at this point in time.

Ms. WATERS. There’s nothing in the agreement that would stop
them from doing it. You're saying that HUD may not look kindly
on it, but they certainly could if they were going to use it consistent
with the way they had used the money in the bank; is that right?

Mr. GIMONT. There’s nothing in the agreement right now to pro-
hibit.

Ms. WATERS. Okay. I think that’s all.

Chairman NEY. I just have a couple. It’s a little bit more com-
plicated than the fire truck we had in the CDBG back home, I'm
sure.

I just kind of—I wanted to ask a question: What happened to the
initial 100 million, where’s that?
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Mr. BREGON. That has been invested. That has been invested by
the bank on a—for a number of loans to—for profit entities within
the zone.

Chairman NEY. So we know where that—where that is?

Mr. BREGON. Yeah. Some of them that are businesses that are
no longer in business that went belly up, and there’s other busi-
nesses that are still performing and doing very well and hiring em-
ployees from within the zone, low income residents.

Chairman NEY. Do we know the percentage of the businesses
that are—are hibernating or the percentage of the working, do we
have those percentages, or can we get that?

Mr. BREGON. Yes. The City gives us a performance report on a
yearly basis, and we would have that information available for you,
sir.

Chairman NEY. And then would you rate this overall a successful
venture as it went about?

Mr. BREGON. The—the bank venture?

Chairman NEY. I can give you a one to ten scale, if you want.

Mr. BREGON. I—well, I think one thing that we should take into
consideration, Mr. Chairman, is that this is a very difficult area for
difficult projects. I mean, HUD recognized the difficulty to the
point where we were willing to match dollar for dollar giving them
a dollar of grant money for every dollar that they invested. I think
that that indicates the degree of—of risk that we all knew we were
getting into. Measure performance—success can be measured in a
number of ways: Has this bank had a positive impact on this par-
ticular neighborhood because they have created jobs, they have
brought in private investment? I would say yes. Is there non-
performance portfolio out of whack with, let’s say, Bank of Amer-
ica? I don’t know.

Chairman NEY. Well, I understand what you’re saying about
the—some difficult investment. I mean, we—our projects, for exam-
ple, in some areas are more simple. Some people may look at the
projects and say, “What are those worth?” The impact of a commu-
nity to actually have a fire truck to save somebody’s life. If you
don’t have that, you lose your insurance in a small community, and
it all starts to domino.

Some things ar